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Dear Chair Ernest Martin:: WDEC-8 AMD: 1
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Because the Oahu Tax Advisory Commission (10-14-2014) , sent recommendations to the City
Council requiring information on TAT returns, | have enclosed a copy oEa {ditar Qﬁﬂw% &1[
S

past director, Kurt Kawafuchi. In 2007, a similar request was heard at t gEaOpth%"yﬁdHcﬁi
the director’s reply.

Thank You -
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TESTIMONY REGARDING 58 75¢ SD3IND]
RELATING TO TRANSIENT ACCOMMODATIONS TAX

April 3, 2007

“This bili requires the Depariment of ‘Taxasion {Department) 10 coordinate with the Hawail
Tourisme Awstority (HTA) and the various countics 10

+ Invostigate into current nonresidential transtent uses of residential property;
« Report on various developmenis of ransicm accommodations X cotlections; and
» Analyze the cumwent transicnt accommodations 1ax rewrn foms.

The Senate Commiticcon Tourism & Govermnment Operations made various amendmentsio
the bill.

The Senate Committee on Economic Development & Toxation made vanious subsiantive
amendments 10 the bill.

The Scnate Commires on Woys & Mpans made echnical, nonsubistantive amendments 1 the
McaAsLre.

The Senate passed the measurc an thiril reading.

The Joint House Commitiee on Tourism & Cubuseend Economic Development & Business
Concemns amended the bill by eliminating provisions requiring the Depanment 1o share confidential
fax information 2nd requiring HTA znd the counties Lo provide information to the Departnient;
requiring the Department 10 report o tax statistics and investigation performance: and requiring the
countics to develop sdentification and permitting of vacation rentals,

The Departmen of Taxation supports the amendntents that climinate the Departenent’s
requiremeit o diselese confidential taxpaysr information. However, the Depanment SRPoses this
measure 3s burdensome and pRNeCcessary,

. The Creparticnl SUPROFLS legislation that is simed at assuring optimun revinue <ol lactions,
especlally from delinguent or unpatd sources. Though the issue of illegal transiept accommodation
units has primacily been an issue {or the couttics, the Pepanment recognizes the shared interest with
{he countics (o assare that transient accommodation providers are in full compliance with the various
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laws, including tax faws. Howover, the Department believes this bill is the wrong vehicle.
The Department has the following compments and concems—

AMENDING THE BILL TO MAINTAIN TAXPAYER CONFIDENTIALITY WAS
CRITICAL—The Department sopparis the recent amendments that elimipated 1he
requirement that the Department share cunfidentiat 1axpayer infermation with the counties.
The Depariment holds taxgryer information in confidence as is required by I anet to the betterment

of the self-reporiing 1ax system.

Presently, HRS § 237D-13 provides the Department with limited abilty ta discuss taxpayer
infarmation with third parties. including other govemment entities, The Senate Commiltee on Ways
& hMeans pointed out this provision ancl asserted that it allows colRtics 1o access tax information.
Howevet, the Commitice did nat take into sccount that in order to obtain specific 1axpayer
inlormation, there must be o Minding of 2 »material interest.” Since Deparimem personnel are
subject to criminal lability for improper disclosure, the determination of whethies 8 material inierest
cxists should not be made haphazardly. Moreaver, lax information can only be reteased for Vtax
purposesonty.” A sain, with criminal Habilisy atstuke, the delermimation of a tax purpose canmol be
made haphazardiy. With regard to legal vacation units, the purposes for which conntics are
seeking tax information is 0 enforce zoning Jaws—not tax Iaws. Thus, the counties have ne
legitimate (ax purpose for taxpayer information.

The Departient will be unabie 10 share information af taxpayers that sent property and who
do not cammently pay framsient accommodations tax. During the last audit project, information of
non-reporters was ebtained from federal tax information. This infermation cannot beshared
with the countics under sy circumstances. Any information on non-reporiers cunnot be shared
because the information can only be oblained from federal informiation; not any stale Felms,

The Department’s ability to release taxpayer information, such as specific addresses or
locations, is very fimited betause releasing the address, s was required in prior drafis of this bill,

abviously identifics the taxpayer.

The Department appreciates e amendment that allows the Deparnmen o accopl tips from
third pariies; however, the Dupartment notes that the ability to receive informanion from third partics
cxists under curremt faw. Essentially, informotion regarding thig legislation will only flow etic
girection, from the countics to the Department,

INCREASED SCRUTINY MAY DRIVE TAXPAYERS UNDERGROUND—The
Depastment poinls oul that aier ks iast mudit project with 1T A, the Depariment conchuded that, in
general, those that rent wansient accommopdations are 1ax compiiamt. The Depanment fears (hat any
incecased soruliny could rotentaily backfire and drive otherwise tax compliance individyals
~underground.” Taxpayers that are forced "underground” can have a direct impact on colleclions.
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THE NECESSITY DFTHIS BILLISQU ESTIONARLE—The Depanmett believes that
this legislation is URNECCSSATY. One issuc that arose fn prior commitiees was ihe status of the
Departmen?s efforts with the HTA regarding the audits of transien sccommodations praviders,
including bed and breakfusts.

'The HTA cmployed a consultant 1o search the lnternst for advertisements for bed and
Lreakfast operaiors ind vatation rentals in Hawaii. HTA provided the results of this search 10 e
Deparunent, HTA'S consultant locaied 1,452 advertisements for bed and breakfast operators and
6902 advertisements for vacation rentals. Moy adverisemients Were redundant because uany
operators and renters advertise on more than one website.

Aler correlating HTA’s information with the Department’s files and other information that
was available, the Depanment initiated 123 audits on bed snd breakfast operators that the
Departinent helieved were not properly reporting Hawsii taxes. The Departnent aleo imtated 182
audits on vacation Fenters.

Ofthe 305 combined cases, the Department has closed 65 zudits and assessed $1,473.2119 in
delinguen? 1axcs.

THIS BILL CORRECTLY PLACES THE ONUS OF IDENTIFYING RENTALS ON
THE COUNTIES—The issee of "illegal” rransient accommodlations is primarily a counsy issue.
The recent complaints received by neighborhouds where transient accommodations are of
areal COnELrT relates (o zoning viviations—not tax viulations. As stated above, the Depariment
concluded that, for the most part, iransient sccommadations providers are tax compliani. Whether
{he structure 15 zoning compliant is anether matlter. Zonintg laws are sirictly amaner for the county.
The Depaniment suppors thal this fegistation shifis the onus of identifying and investigating the
location ol ihe suspect rentids on the couaties. The counties should not be using the [ax sysiem o
police its zoning laws. Nomctheless, the Departrientismore than willing to assist in order toassure
maximum fevenue. Though, as stated obove, the Commilice must be cognizant that increased
ccrutiny o (hese reptals may drive otherwise 1ax compliant taxpayers underground,

SPECIFIC MULTIFAGENCY TASKFORCE, RESOURC ES--Furibermore, if the
Committee is considering the Departmen (0 dedicate resources o targeting fhe residential vacation
rental and lransient accommodaions 1ax cnfoscement, The Department would necd additionat
resourees 1hat ¢an be used 1o focus on this one arca of 1% collections with the assistance of other
entities. The Committee provided the Depariment with an sppropriation. The Depanment had
previously requested 20 epproprizlion in the smownt of approximately $980.000 in order 10 stafi a0
investigalive office, auditors, and other facilitics needs in order to comply with this legislation. fn

addition, the hill now reguires the Department 1o preparc xdditionat reponts to the Legislatore and
redjuests an appropriation to handle this reguest.

However, a5 discussed, the Department questions whether thig legisiation 15 HOCESSATY. The
Department does oot teljcve there is substantixl non-compliance with rax obligations.

Based upon Uie foregoing, the Department apjoses this bil] and requests that it be held as
hurdepsormne and (HINECTSSIrY.
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Thank you for the opponiunity o testify.
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KURY ¥ AWAFUCHI
Dirccter of Tasation



